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Growth and Inflation 
The New Normal or Misaligned Relations 

3 shaded are represents recession period 

-4

0

4

8

12

16

55 60 65 70 75 80 85 90 95 00 05 10

Quarterly Inflation: Core Consumption Deflator
20-Quarter Movaving Average of Core Inflation

2% Trend Line

Zero Line

Q
u

a
rt

e
rl

y
 G

ro
w

th
 R

a
te

s

Source: Bureau of Economic Analysis Data as of 3Q2013

Trend Core Inlfation

-15

-10

-5

0

5

10

15

20

55 60 65 70 75 80 85 90 95 00 05 10

20-Quarter Moving Average GDP Growth
Quarlerly GDP Growth

3.5% Long-Term Trend Line

Zero Growth Line

Q
u

a
rt

e
rl

y
 G

ro
w

th
 R

a
te

s

Source: Bureau of Economic Analysis Data as of 3Q2013

Trend GDP Growth



Financial Liquidity and Risk 
Return to Normality 
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The Business Cycle 

Business Equipment and Software 

Data was revised this year 

Split is now between equipment (including 
computers) and intellectual property 

Decline in equipment spending was sharp in 
last recession 

Rebound was also sharp with much of it in 
computers and related equipment 

Spending in recent quarters has leveled off 

shaded are represents recession period 
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The Business Cycle 
Light Vehicle Sales and Housing 
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shaded are represents recession period 
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The Business Cycle 
Unemployment Rate, Labor Force Participation Rate and 

Employment Ratio 

shaded are represents recession period 
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The Business Cycle 
Initial Unemployment Claims and the Duration of 

Unemployment 
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The Business Cycle and Forward Looking Indexes 
Business and Consumer Sentiment 

shaded are represents recession period 
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U.S. Economy: Potential Flash Points 

International 

 Mid-East Instability 

 Nuclear Programs in Hostile 

Countries 

 Eurozone Debt Problems 

 Higher Chinese Bond Rates 

 Chinese Adventurism 

 Air defense zone over East 

China Sea 

 Hint of air defense zone over 

South China Sea 

 Carrier Task Force moving 

into South China Sea 

 

 

 

The End(?) of Quantitative Easing 

Investor Risk Appetites 

 Risk-on / Risk-off Behavior 

Asset Bubbles 

 Equity 

 Fixed Income Securities 

 Real Estate 

Fiscal Cliffs 

 Sequestration 

 Debt ceilings 
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Quantitative Easing:  
The Extent in Perspective 
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Quantitative Easing:  

Effects on Housing Prices and Equity Values 
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Quantitative Easing:  
Effects on Exchange rates 
 

Data through 11/27/13                                                        Data expressed as foreign currency per dollar  Source: Federal Reserve 
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Setting the Stage for the U.S. Outlook 
The Interest Rate Regime 

shaded are represents recession period 
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Setting the Stage for the U.S. Outlook 
The FOMC Short- and Long-Term Forecasts 

2013 2014 2015 2016 Longer run 2013 2014 2015 2016 Longer run

Change in real GDP 2.0 to 2.3 2.9 to 3.1 3.0 to 3.5 2.5 to 3.3 2.2 to 2.5 1.8 to 2.4 2.2 to 3.3 2.2 to 3.7 2.2 to 3.5 2.1 to 2.5

June projection 2.3 to 2.6 3.0 to 3.5 2.9 to 3.6 n.a. 2.3 to 2.5 2.0 to 2.6 2.2 to 3.6 2.3 to 3.8 n.a. 2.0 to 3.0

Unemployment rate 7.1 to 7.3 6.4 to 6.8 5.9 to 6.2 5.4 to 5.9 5.2 to 5.8 6.9 to 7.3 6.2 to 6.9 5.3 to 6.3 5.2 to 6.0 5.2 to 6.0

June projection 7.2 to 7.3 6.5 to 6.8 5.8 to 6.2 n.a. 5.2 to 6.0 6.9 to 7.5 6.2 to 6.9 5.7 to 6.4 n.a. 5.0 to 6.0

PCE inflation 1.1 to 1.2 1.3 to 1.8 1.6 to 2.0 1.7 to 2.0 2 1.0 to 1.3 1.2 to 2.0 1.4 to 2.3 1.5 to 2.3 2

June projection 0.8 to 1.2 1.4 to 2.0 1.6 to 2.0 n.a. 2 0.8 to 1.5 1.4 to 2.0 1.6 to 2.3 n.a. 2

Core PCE inflation 1.2 to 1.3 1.5 to 1.7 1.7 to 2.0 1.9 to 2.0 1.2 to 1.4 1.4 to 2.0 1.6 to 2.3 1.7 to 2.3

June projection 1.2 to 1.3 1.5 to 1.8 1.7 to 2.0 n.a. 1.1 to 1.5 1.5 to 2.0 1.7 to 2.3 n.a.

Variable
Central tendency Range

  Current forecasts reports at the September FOMC meetingSource: FederalOpen Market Committee
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Baseline Economic Outlook 
General Overview 

    ================ 2013 =================    ================ 2014 =================    ================ 2015 =============

I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)      Year-over-Year Growth

2013 2013 2013 2013 2014 2014 2014 2014 2015 2015 2015 2015 2013 2014 2015

1 Gross Domestic Product 16420.3 16535.3 16661.0 16838.9 17013.1 17197.9 17387.1 17593.0 17811.4 18032.1 18250.3 18467.9 3.2 4.1 4.9

2 Change * 5.9 4.9 5.9 4.3 4.2 4.4 4.5 4.8 5.1 5.1 4.9 4.9

3 Gross Dom. Product (96$) 15539.6 15583.9 15679.7 15786.0 15883.2 15984.6 16085.7 16199.4 16323.4 16447.3 16568.5 16686.4 1.6 2.5 2.9

4 Change * 0.1 1.1 2.5 2.7 2.5 2.6 2.6 2.9 3.1 3.1 3.0 2.9

5 Personal Consump. Exp. (96$) 10584.8 10644.0 10691.9 10760.6 10817.9 10880.9 10946.4 11012.3 11089.9 11164.5 11244.5 11320.5 2.0 2.3 2.7

6 Change * 1.7 2.3 1.8 2.6 2.1 2.4 2.4 2.4 2.8 2.7 2.9 2.7

7 Equipment and Software (96$) 1554.2 1566.8 1573.4 1574.4 1582.7 1592.6 1601.6 1616.4 1633.0 1651.9 1669.0 1685.6 3.5 2.0 3.8

8 Change * 7.3 3.3 1.7 0.3 2.1 2.5 2.3 3.7 4.2 4.7 4.2 4.0

9 Nonresid. Construction (96$) 439.4 407.9 424.8 428.2 430.7 432.8 435.3 432.9 431.8 431.4 433.6 435.6 3.1 1.8 0.0

10 Change * 17.5 -25.7 17.6 3.3 2.3 1.9 2.4 -2.3 -0.9 -0.4 2.1 1.8

11 Resid. Construction (96$) 457.5 471.2 487.1 489.6 500.1 507.5 514.5 533.5 554.0 578.0 592.3 606.8 13.8 7.9 13.4

12 Change * 19.8 12.5 14.2 2.0 8.9 6.1 5.7 15.6 16.3 18.5 10.3 10.1

13 Federal Defense (96$) 745.0 723.1 722.0 723.5 723.1 723.1 723.1 723.1 723.1 723.1 723.1 723.1 -6.5 -0.7 0.0

14 Change * -21.6 -11.3 -0.6 0.8 -0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0

15 Fed. Nondefense (96$) 453.9 449.8 446.2 449.4 452.0 454.7 457.7 460.8 464.1 467.4 470.8 474.2 0.3 1.4 2.8

16 Change * 1.0 -3.6 -3.2 2.9 2.4 2.4 2.7 2.7 2.9 2.9 2.9 2.9

17 State + Local (96$) 1739.8 1734.3 1736.0 1738.6 1742.0 1745.8 1750.1 1754.7 1759.8 1765.3 1770.9 1776.4

18 Change * -1.0 -1.3 0.4 0.6 0.8 0.9 1.0 1.1 1.2 1.3 1.3 1.3 -0.4 0.6 1.1

19 Net Exports ('96$) -412.1 -422.3 -424.4 -414.6 -401.4 -391.7 -384.6 -378.5 -379.0 -382.0 -384.1 -384.7

20 Chg. in Bus. Invent. (96$) 7.3 42.2 56.6 36.1 36.1 38.8 41.5 44.4 46.7 47.6 48.3 48.9

21 Nonfarm Inventories 20.3 22.2 32.7 28.4 33.8 38.7 42.2 45.4 47.9 48.8 49.5 50.1

22 Farm Inventories -9.6 16.0 19.5 7.7 2.3 0.1 -0.7 -1.0 -1.1 -1.2 -1.2 -1.2

23 GNP Deflator ('96=100) * 1.4 1.7 0.6 1.6 1.7 1.8 1.9 1.9 1.9 1.9 1.9 1.9 1.6 1.6 1.9

24 CPI (1982-84=100) * 1.4 0.0 2.6 1.4 1.4 1.5 1.6 1.7 1.8 1.8 1.9 2.1 1.5 1.5 1.8

25 PPI (1982=100) * 0.7 -1.6 3.9 -1.0 -0.1 0.2 0.5 0.8 1.0 1.0 1.2 1.3 1.2 0.3 0.9

A = Actual; E = Forecast * Annualized percent change Except for price indexes, all data in billions of dollars   Historical sources: BEA and BLS December 1, 2013
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Baseline Economic Outlook 
Cyclical Characteristics 

    ================ 2013 =================    ================ 2014 =================    ================ 2015 =============

I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)      Year-over-Year Growth

2013 2013 2013 2013 2014 2014 2014 2014 2015 2015 2015 2015 2013 2014 2015

1 Domestic Final Sales ('96$) 15944.4 15964.0 16047.5 16164.4 16248.5 16337.5 16428.8 16533.6 16655.6 16781.7 16904.3 17022.2 1.7 2.3 3.0

2 Change * 1.3 0.5 2.1 2.9 2.1 2.2 2.3 2.6 3.0 3.1 3.0 2.8

3 Cyclical Domestic Demand ('96$) 3736.3 3749.4 3808.5 3830.7 3864.3 3895.9 3925.1 3963.7 4014.7 4067.8 4115.8 4157.9 6.0 3.5 4.5

4 Change * 11.0 1.4 6.5 2.4 3.6 3.3 3.0 4.0 5.2 5.4 4.8 4.2

5 Cyclical Consumer Demand ('96$) 1285.2 1303.5 1323.2 1338.5 1350.9 1363.0 1373.6 1381.0 1395.9 1406.5 1420.9 1429.9 7.3 4.2 3.4

6 Change * 10.5 5.8 6.2 4.7 3.8 3.6 3.2 2.2 4.4 3.1 4.1 2.6

7 Light Vehicles and Parts ('96$) 380.6 379.7 385.8 390.2 392.1 394.4 394.8 395.9 401.9 405.6 412.5 415.5 5.5 2.7 3.7

8 Change * 5.2 -0.9 6.6 4.6 1.9 2.4 0.4 1.2 6.2 3.8 6.9 2.9

9 Other Durables ('96$) 904.6 923.8 937.4 948.3 958.8 968.6 978.8 985.1 994.0 1000.9 1008.4 1014.4 8.0 4.8 3.2

10 Change * 12.9 8.8 6.0 4.7 4.5 4.2 4.3 2.6 3.7 2.8 3.0 2.4

11 Fixed Investment ('96$) 2429.1 2420.0 2458.4 2492.2 2513.5 2532.8 2551.5 2582.7 2618.8 2661.3 2695.0 2728.0 5.3 3.9 5.1

12 Change * 11.6 -1.5 6.5 5.6 3.4 3.1 3.0 5.0 5.7 6.7 5.2 5.0

13 Resid. Construction (96$) 457.5 471.2 487.1 489.6 500.1 507.5 514.5 533.5 554.0 578.0 592.3 606.8 13.8 7.9 13.4

14 Change * 19.8 12.5 14.2 2.0 8.9 6.1 5.7 15.6 16.3 18.5 10.3 10.1

15 Nonresid. Construction ('96$) 439.4 407.9 424.8 428.2 430.7 432.8 435.3 432.9 431.8 431.4 433.6 435.6 3.1 1.8 0.0

16 Change * 17.5 -25.7 17.6 3.3 2.3 1.9 2.4 -2.3 -0.9 -0.4 2.1 1.8

17 Equipment and Software ('96$) 1554.2 1566.8 1573.4 1574.4 1582.7 1592.6 1601.6 1616.4 1633.0 1651.9 1669.0 1685.6 3.5 2.0 3.8

18 Change * 7.3 3.3 1.7 0.3 2.1 2.5 2.3 3.7 4.2 4.7 4.2 4.0

19 Noncyclical Demand ('96$)@ 11803.3 11834.5 11871.2 11955.3 12018.9 12088.7 12160.6 12235.7 12308.7 12379.5 12452.6 12528.5 0.3 2.2 2.4

20 Change * -3.0 1.1 1.2 2.9 2.1 2.3 2.4 2.5 2.4 2.3 2.4 2.5

21 Chg. in Business Inventories 7.3 42.2 56.6 36.1 36.1 38.8 41.5 44.4 46.7 47.6 48.3 48.9

22 Gross Domestic Purchases ('96$)& 15982.0 16039.5 16138.3 16200.6 16284.6 16376.3 16470.3 16578.0 16702.4 16829.2 16952.6 17071.1 1.5 2.1 2.8

23 Change * -0.3 1.4 2.5 1.6 2.1 2.3 2.3 2.6 3.0 3.1 3.0 2.8

24 Net Exports ('96$) -412.1 -422.3 -424.4 -414.6 -401.4 -391.7 -384.6 -378.5 -379.0 -382.0 -384.1 -384.7

25 GDP ('96$)** 15539.6 15583.9 15679.7 15786.0 15883.2 15984.6 16085.7 16199.4 16323.4 16447.3 16568.5 16686.4 1.6 2.5 2.9

Change * 0.1 1.1 2.5 2.7 2.5 2.6 2.6 2.9 3.1 3.1 3.0 2.9

@ Noncyclical Demand = Consumer spending on nondurable goods and services and all forms of government spending (excluding CCC inventories)

& Gross Domestic Purchases = Domestic final demand plus Change *

A = Actual; E = Forecast * Annualized percent change Except for price indexes, all data in billions of dollars   Historical sources: BEA and BLS December 1, 2013
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Baseline Economic Outlook 
Household Sector 

    ================ 2013 =================    ================ 2014 =================    ================ 2015 =============

I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)       Year-over-Year Growth

2013 2013 2013 2013 2014 2014 2014 2014 2015 2015 2015 2015 2013 2014 2015

1 Personal Income ($ Bil.) 13925.9 14065.0 14197.7 14317.2 14461.7 14623.0 14778.1 14940.4 15114.9 15294.1 15472.0 15648.5 2.8 4.1 4.6

2 Change * -4.1 4.1 3.8 3.4 4.1 4.5 4.3 4.5 4.8 4.8 4.7 4.6

3 Civilian Employment (Mil.) 143.4 143.8 144.3 144.5 144.8 145.2 145.5 145.8 146.2 146.6 147.0 147.4 1.1 0.9 1.0

4 Change * 0.2 1.3 1.1 0.8 0.8 0.9 0.9 0.9 1.1 1.2 1.1 1.1

5 Unemployment Rate 7.7 7.6 7.3 7.1 7.1 7.1 7.0 6.9 6.9 6.9 6.9 7.0 7.4 7.0 6.9

6 Personal Consump. Exp. ('96$) 10584.8 10644.0 10691.9 10760.6 10817.9 10880.9 10946.4 11012.3 11089.9 11164.5 11244.5 11320.5 2.0 2.3 2.7

7 Change * 1.7 2.3 1.8 2.6 2.1 2.4 2.4 2.4 2.8 2.7 2.9 2.7

8 Autos & Parts 380.6 379.7 385.8 390.2 392.1 394.4 394.8 395.9 401.9 405.6 412.5 415.5 5.5 2.7 3.7

9 Change * 5.2 -0.9 6.6 4.6 1.9 2.4 0.4 1.2 6.2 3.8 6.9 2.9

10 Other Durable Goods 904.6 923.8 937.4 948.3 958.8 968.6 978.8 985.1 994.0 1000.9 1008.4 1014.4 8.0 4.8 3.2

11 Change * 12.9 8.8 6.0 4.7 4.5 4.2 4.3 2.6 3.7 2.8 3.0 2.4

12 Nondurable Goods 2306.7 2322.2 2331.7 2344.2 2357.3 2372.0 2387.6 2404.3 2422.5 2440.0 2458.0 2476.3 1.7 2.3 2.9

13 Change * 0.6 2.7 1.6 2.2 2.3 2.5 2.7 2.8 3.1 2.9 3.0 3.0

14 Services 7004.7 7031.1 7051.5 7078.0 7109.7 7145.9 7185.1 7226.9 7271.5 7317.9 7365.7 7414.3 1.2 1.8 2.4

15 Change * 0.6 1.5 1.2 1.5 1.8 2.1 2.2 2.3 2.5 2.6 2.6 2.7

16 Lt. Vehicles 15.3 15.5 15.7 15.8 15.8 15.9 15.8 15.8 16.0 16.1 16.3 16.3 7.7 1.8 2.2

17 Change * 9.1 5.9 5.0 4.0 0.4 0.9 -1.1 -0.3 4.6 2.2 5.4 1.4

18 New Auto Sales (Mil.) 7.5 7.5 7.7 7.8 7.8 7.8 7.8 7.8 7.8 7.9 8.0 8.0 5.1 2.0 2.2

19 Change * 3.2 -4.7 13.8 2.8 0.4 0.9 -1.1 -0.3 4.6 2.2 5.4 1.4

20 New Light Truck Sales (Mil.) 7.7 8.0 8.0 8.1 8.1 8.1 8.1 8.1 8.2 8.2 8.3 8.3 10.2 1.7 2.2

21 Change * 15.3 17.1 -2.8 5.1 0.4 0.9 -1.1 -0.3 4.6 2.2 5.4 1.4

22 Private Housing Starts (Mil.) 0.957 0.869 0.887 1.066 0.987 1.007 0.976 1.138 1.218 1.364 1.408 1.486 20.6 8.7 33.3

23 Change * 30.1 -32.2 8.7 108.5 -26.6 8.5 -11.6 84.7 30.9 57.4 13.7 24.0

24 Single-Family 0.630 0.598 0.608 0.625 0.650 0.675 0.700 0.800 0.900 1.000 1.050 1.100 14.6 14.8 43.4

25 Multi-Family 0.328 0.270 0.280 0.441 0.337 0.332 0.276 0.338 0.318 0.364 0.358 0.386 33.7 -2.7 11.1

26 Existing Home Sales (Th.) 4943.3 5056.7 5435.0 5086.9 5132.5 5006.7 4972.9 4986.8 5110.2 5152.9 5156.6 5111.3 9.4 -2.1 2.1

27 Change * 3.9 9.5 33.5 -23.3 3.6 -9.4 -2.7 1.1 10.3 3.4 0.3 -3.5

A = Actual; E = Forecast                 * Annualized percent change Except where noted, all data in billions of dollars            Historical sources: BEA, BLS, and Federal Reserve December 1, 2013
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Baseline Economic Outlook 
Corporate and International Sectors 

    ================ 2013 =================    ================ 2014 =================    ================ 2015 =============

I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)       Year-over-Year Growth

2013 2013 2013 2013 2014 2014 2014 2014 2015 2015 2015 2015 2013 2014 2015

1 Fixed Business Invest. ('96$) 1971.9 1949.0 1971.3 2002.7 2013.4 2025.3 2037.0 2049.2 2064.8 2083.3 2102.6 2121.2 3.4 2.9 3.0

2 Change * 9.8 -4.6 4.7 6.5 2.2 2.4 2.3 2.4 3.1 3.6 3.8 3.6

3 Structures 439.4 407.9 424.8 428.2 430.7 432.8 435.3 432.9 431.8 431.4 433.6 435.6 3.1 1.8 0.0

4 Change * 17.5 -25.7 17.6 3.3 2.3 1.9 2.4 -2.3 -0.9 -0.4 2.1 1.8

5 Producer Equip. & Software 1554.2 1566.8 1573.4 1574.4 1582.7 1592.6 1601.6 1616.4 1633.0 1651.9 1669.0 1685.6 3.5 2.0 3.8

6 Change * 7.3 3.3 1.7 0.3 2.1 2.5 2.3 3.7 4.2 4.7 4.2 4.0

7 Chg. in Bus. Invent. ('96$) 7.3 42.2 56.6 36.1 36.1 38.8 41.5 44.4 46.7 47.6 48.3 48.9

8 Chg. In Nonfarm Inventories 20.3 22.2 32.7 28.4 33.8 38.7 42.2 45.4 47.9 48.8 49.5 50.1

9 Corporate Profits (B.T.) 2193.1 2239.7 2287.2 2327.4 2340.6 2359.1 2377.6 2398.7 2428.3 2459.9 2475.1 2502.3

10 Corporate Profits (A.T.) 1784.8 1821.4 1858.4 1891.0 1895.8 1910.9 1914.0 1930.9 1942.6 1967.9 1980.1 2001.8 4.8 4.0 3.1

11 Change * -2.6 8.5 8.4 7.2 1.0 3.2 0.6 3.6 2.4 5.3 2.5 4.5

12 Internal Funds (A.T.) 1853.6 1846.8 1831.9 1838.5 1855.1 1868.1 1849.3 1847.7 1843.6 1866.9 1883.9 1911.8 5.6 0.7 1.2

13 Change * 39.3 -1.5 -3.2 1.4 3.7 2.8 -4.0 -0.3 -0.9 5.2 3.7 6.1

14 Dividends 763.8 810.9 858.0 891.6 911.2 921.9 930.0 938.6 948.9 960.9 973.5 986.1 7.9 11.4 4.5

15 Change * -39.9 27.0 25.3 16.6 9.1 4.7 3.6 3.7 4.5 5.1 5.4 5.3

16 Output per Hour * 4.2 3.8 2.3 3.3 2.3 2.3 2.2 2.4 2.5 2.4 2.3 2.2 2.7 2.6 2.4

17 Hourly Compensation * 9.2 9.0 5.8 2.5 3.3 3.8 3.4 3.7 3.9 3.9 3.7 3.7 6.5 3.9 3.8

18 Unit Labor Costs * 4.8 5.0 3.5 -0.8 0.9 1.6 1.2 1.2 1.5 1.5 1.4 1.4 3.7 1.3 1.4

    ================ 2013 =================    ================ 2014 =================    ================ 2015 =============

I(A) II(A) III(A) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)       Year-over-Year Growth

2013 2013 2013 2013 2014 2014 2014 2014 2015 2015 2015 2015 2013 2014 2015

1 Net Exports ('96$) -412.1 -422.3 -424.4 -414.6 -401.4 -391.7 -384.6 -378.5 -379.0 -382.0 -384.1 -384.7

2 Exports ('96$) 1967.0 1960.5 1998.4 2024.8 2048.4 2070.9 2093.3 2115.9 2136.7 2157.6 2178.8 2200.1 2.1 4.8 4.1

3 Change * 1.1 -1.3 8.0 5.4 4.7 4.5 4.4 4.4 4.0 4.0 4.0 4.0

4 Imports ('96$) 2379.1 2382.7 2422.9 2439.4 2449.8 2462.6 2477.9 2494.4 2515.6 2539.6 2562.9 2584.8 0.8 2.7 3.2

5 Change * -3.1 0.6 6.9 2.8 1.7 2.1 2.5 2.7 3.4 3.9 3.7 3.5

6 Trade-Weighted Index 74.9 76.6 76.7 76.5 76.7 77.0 77.0 76.8 76.7 76.3 76.1 75.8 3.6 0.9 -0.8

A = Actual; E = Forecast                 * Annualized percent change Except where noted, all data in billions of dollars            Historical sources: BEA, BLS, and Federal Reserve December 1, 2013
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Outlook for Interest Rates 
Market-Based Forecasts:  

Futures Market over the Next  Three Years 

Futures market  does not see tighter policy 
until second half of 2015 

Futures market seems to be rolling the 
likely shift in policy month by month 

A year ago, the futures market saw the first 
signs of tighter policy in the second half 
of 2014 

This is consistent with Federal Reserve’s 
stated interest rate policy 

Which is one of near zero rates for as 
long as it is need 

With the move toward tighter policy 
not seen until the unemployment rate 
drops below 6.5% or the core 
consumption deflator rises above 2% 

Implicit Rates on Federal Funds Futures 
Contracts for Settlement on 12/26/13 

Nov-13 0.08   May-15 0.23 

Dec-13 0.08   Jun-15 0.25 

Jan-14 0.08   Jul-15 0.28 

Feb-14 0.08   Aug-15 0.33 

Mar-14 0.09   Sep-15 0.36 

Apr-14 0.09   Oct-15 0.40 

May-14 0.09   Nov-15 0.47 

Jun-14 0.09   Dec-15 0.50 

Jul-14 0.09   Jan-16 0.55 

Aug-14 0.10   Feb-16 0.64 

Sep-14 0.11   Mar-16 0.69 

Oct-14 0.11   Apr-16 0.77 

Nov-14 0.12   May-16 0.86 

Dec-14 0.13   Jun-16 0.92 

Jan-15 0.14   Jul-16 0.99 

Feb-15 0.16   Aug-16 1.09 

Mar-15 0.18   Sep-16 1.16 

Apr-15 0.20   Oct-16 1.24 
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Interest Rate Outlook – Graphic Portrayal 
MTSU Baseline Interest Rate Forecast  
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Interest Rate Forecasts 
Money Market Rates 

22 

    ================ 2013 =================    ================ 2014 =================    ================ 2015=============

I(A) II(A) III(A) IV(E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)           Annual Averages

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2013 2014 2015

1 Federal Funds 0.14 0.12 0.08 0.09 0.09 0.15 0.19 0.22 0.24 0.24 0.28 0.39 0.11 0.16 0.29

Commercial Paper

2 1-Month 0.11 0.07 0.05 0.09 0.16 0.28 0.34 0.39 0.45 0.49 0.55 0.67 0.08 0.29 0.54

3 3-Month 0.13 0.09 0.07 0.11 0.22 0.34 0.40 0.46 0.52 0.56 0.61 0.74 0.10 0.36 0.61

4 6-Month 0.16 0.11 0.09 0.13 0.25 0.37 0.44 0.49 0.56 0.60 0.66 0.78 0.12 0.39 0.65

Finance Paper

5 1-Month 0.11 0.09 0.07 0.10 0.17 0.29 0.36 0.41 0.47 0.51 0.56 0.68 0.09 0.31 0.55

6 3-Month 0.13 0.11 0.09 0.12 0.22 0.34 0.40 0.46 0.52 0.56 0.62 0.74 0.11 0.36 0.61

7 6-Month 0.16 0.15 0.12 0.13 0.24 0.36 0.44 0.49 0.54 0.57 0.63 0.75 0.14 0.38 0.62

Treasury Bills

8 1-Month 0.09 0.05 0.03 0.07 0.09 0.17 0.21 0.26 0.28 0.30 0.34 0.45 0.06 0.18 0.34

9 3-Month 0.11 0.09 0.06 0.10 0.12 0.20 0.26 0.31 0.36 0.40 0.47 0.60 0.09 0.22 0.46

Negotiable CDs

10 1-Month 0.18 0.17 0.16 0.18 0.22 0.34 0.39 0.43 0.47 0.51 0.56 0.66 0.17 0.35 0.55

11 3-Month 0.22 0.20 0.19 0.21 0.24 0.37 0.44 0.51 0.54 0.58 0.65 0.77 0.20 0.39 0.64

12 6-Month 0.28 0.26 0.26 0.27 0.31 0.41 0.46 0.52 0.58 0.63 0.69 0.83 0.27 0.42 0.68

Eurodollar Deposit

13 1-Month 0.24 0.22 0.22 0.23 0.25 0.35 0.41 0.44 0.47 0.50 0.55 0.65 0.23 0.36 0.54

14 3-Month 0.29 0.28 0.28 0.28 0.30 0.41 0.47 0.52 0.56 0.59 0.65 0.76 0.28 0.43 0.64

15 6-Month 0.47 0.42 0.42 0.42 0.43 0.52 0.57 0.61 0.65 0.70 0.76 0.88 0.43 0.53 0.75

16 Prime Rate 3.25 3.25 3.25 3.20 3.09 3.15 3.19 3.22 3.24 3.24 3.28 3.39 3.24 3.16 3.29

Sources: Federal Reserve, Federal Home Loan Bank, Federal Home Loan Mortgage Corp

A = Actual;  E = Forecast

N o vember 22, 2013
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Interest Rate Forecasts 
Capital Market Rates 

    ================ 2013 =================    ================ 2014 =================    ================ 2015=============

I(A) II(A) III(A) IV(E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)           Annual Averages

2012 2012 2012 2012 2013 2013 2013 2013 2014 2014 2014 2014 2013 2014 2015

U.S. Treasury Notes and Bonds

1-Yr Note 0.15 0.13 0.12 0.13 0.15 0.23 0.28 0.34 0.38 0.43 0.49 0.62 0.13 0.25 0.48

2-Yr Note 0.27 0.27 0.37 0.31 0.31 0.42 0.54 1.02 1.59 1.84 1.94 2.11 0.30 0.57 1.87

5-Yr Note 0.83 0.92 1.51 1.38 1.36 1.41 1.47 1.75 2.07 2.24 2.34 2.48 1.16 1.50 2.28

10-Yr Note 1.95 2.00 2.71 2.70 2.73 2.77 2.82 2.97 3.15 3.27 3.36 3.46 2.34 2.82 3.31

30-Yr Note 3.14 3.15 3.72 3.78 3.85 3.88 3.92 3.98 4.06 4.12 4.18 4.25 3.45 3.91 4.15

Other Bonds

AAA Bonds 3.88 3.96 4.51 4.61 4.58 4.59 4.61 4.74 4.90 5.00 5.08 5.18 4.24 4.63 5.04

BAA Bonds 4.81 4.84 5.40 5.38 5.40 5.44 5.49 5.64 5.82 5.94 6.03 6.14 5.11 5.49 5.98

State and Local 3.76 3.97 4.72 4.57 4.39 4.33 4.32 4.43 4.57 4.66 4.74 4.83 4.26 4.37 4.70

Mortgage Rates - Primary Mkt

30-Yr (FHLMC - PMMS) 2.93 3.19 3.45 3.66 3.85 4.00 4.14 4.33 4.55 4.75 4.96 5.16 3.31 4.08 4.86

15-Yr (FHLMC - PMMS) 1.67 1.89 2.33 2.55 2.63 2.75 2.93 3.19 3.49 3.80 4.11 4.41 2.11 2.87 3.95

ARM (FHLMC - PMMS) 2.61 2.59 2.66 2.61 2.54 2.54 2.52 2.52 2.52 2.53 2.57 2.68 2.62 2.53 2.57

30-Yr (FLHMC Req Net Yield) 3.50 3.66 4.44 4.27 4.35 4.43 4.51 4.69 4.89 5.02 5.12 5.24 3.97 4.50 5.07

15-Yr (FHLMC Req Net Yield) 2.74 2.85 3.48 3.28 3.22 3.22 3.25 3.48 3.76 3.90 3.97 4.07 3.09 3.29 3.93

Sources: Federal Reserve, Federal Home Loan Bank, Federal Home Loan Mortgage Corp

A = Actual;  E = Forecast

N o vember 22, 2013
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The Tennessee Cycle in Perspective 

Personal Income 

o Tennessee personal income (measured by 
4-quarter moving growth rates) moves in 
line with U.S. personal income growth. 

Employment 

o Tennessee employment (measured by 4-
quarter moving growth rates) moves 
roughly in line with U.S. employment 
growth. 

Housing 

o Tennessee building permits moves in line 
with U.S. housing starts, adjusted for 
differences in scale 

Retail (Taxable) Sales 

o See graph to the right.  

shaded are represents recession period 
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Baseline Economic Outlook 
Economics Outlook for Tennessee 

    ================ 2013 =================    ================ 2014 =================    ================ 2015=============

I(A) II(A) III(E) IV(A/E) I(E) II(E) III(E) IV(E) I(E) II(E) III(E) IV(E)       Year-over-Year Growth

2013 2013 3012 2013 2014 2014 2014 2014 2015 2015 2015 2015 2013 2014 2015

National Trends

1 Civilian Employment (Mil.) 143.4 143.8 144.3 144.5 144.8 145.2 145.5 145.8 146.2 146.6 147.0 147.4 1.1 0.9 1.0

2 Change * 0.2 1.3 1.1 0.8 0.8 0.9 0.9 0.9 1.1 1.2 1.1 1.1

3 Personal Income 13925.9 14065.0 14197.7 14317.2 14461.7 14623.0 14778.1 14940.4 15114.9 15294.1 15472.0 15648.5 2.8 4.1 4.6

4 Change * -4.1 4.1 3.8 3.4 4.1 4.5 4.3 4.5 4.8 4.8 4.7 4.6

5 Income Per Employee (T) 97.135 97.779 98.422 99.058 99.853 100.729 101.577 102.464 103.387 104.313 105.231 106.151 1.7 3.1 3.6

6 Change * -4.3 2.7 2.7 2.6 3.2 3.6 3.4 3.5 3.7 3.6 3.6 3.5

7 Housing Starts (Mil. of Units) 0.957 0.869 0.887 1.066 0.987 1.007 0.976 1.138 1.218 1.364 1.408 1.486 14.6 6.7 34.9

8 Change * 30.1 -32.2 8.7 108.5 -26.6 8.5 -11.6 84.7 30.9 57.4 13.7 24.0

Tennessee

9 Nonagricultural Employment (T) 2752.8 2757.8 2747.8 2758.0 2764.1 2770.5 2777.2 2784.4 2792.3 2800.7 2808.8 2816.4 1.4 0.7 1.1

10 Change * 3.0 0.7 -1.4 1.5 0.9 0.9 1.0 1.0 1.1 1.2 1.2 1.1

11 Personal Income 253.1 255.9 258.4 260.8 263.5 266.5 269.4 272.3 275.5 278.7 281.9 285.1 2.8 4.2 4.6

12 Change * -3.4 4.5 4.0 3.8 4.2 4.6 4.3 4.5 4.7 4.8 4.7 4.6

13 Dividends & Interest 35.1 36.0 36.8 37.4 37.9 38.4 38.8 39.3 39.8 40.4 40.9 41.4 4.6 6.4 5.2

14 Change * -10.2 10.3 8.7 6.8 5.8 5.2 4.9 5.0 5.2 5.4 5.4 5.3

15 Income Per Employee (T) 91.951 92.804 94.052 94.572 95.345 96.195 96.989 97.810 98.662 99.514 100.368 101.232 1.3 3.5 3.5

16 Change * -6.2 3.8 5.5 2.2 3.3 3.6 3.3 3.4 3.5 3.5 3.5 3.5

17 Retail Sales 97.5 95.5 96.9 98.1 99.6 101.3 102.6 104.0 105.5 107.0 108.5 110.1 1.0 5.0 5.7

18 Change * 1.8 -8.0 6.0 5.2 6.3 6.7 5.4 5.5 5.8 5.9 5.9 5.8

19 Single-Family Building Permits (T) 15.065 16.385 16.807 18.364 19.125 19.067 18.547 19.676 19.354 20.244 20.135 20.943 22.5 9.0 5.3

20 Change * 6.0 39.9 10.7 42.5 17.6 -1.2 -10.5 26.7 -6.4 19.7 -2.1 17.1

21 Total Building Permits (T) 19.342 23.774 24.559 28.971 26.000 26.303 25.275 26.859 26.405 27.568 27.479 28.301 22.8 6.4 4.6

22 Change * -29.9 128.3 13.9 93.7 -35.1 4.7 -14.7 27.5 -6.6 18.8 -1.3 12.5

Note: Except where noted, all data in billions of dollars.             Historic sources: BEA, BLS, State of Tennessee T=Thousands of units, persons, or dollars

A = Actual; E = Forecast * Quarter-to-quarter percent changes expressed at compound annual rates. 

December 1, 2013
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Baseline Economic Outlook 
Economic Assumptions—Fiscal Year Basis 

F o recasts

F Y03-04 F Y04-05 F Y05-06 F Y06-07 F Y07-08 F Y08-09 F Y09-10 F Y10-11 F Y11-12 F Y12-13 F Y13-14 F Y14-15 F Y15-16 F Y16-17

1 P erso nal Inco me (B il $ ) 177.5 186.6 195.8 206.3 215.9 217.9 220.5 231.2 243.9 253.4 262.3 274.0 286.8 299.7

2      C hg@ 5.4 5.1 4.9 5.4 4.6 0.9 1.2 4.9 5.5 3.9 3.5 4.4 4.7 4.5

3 N o nagricultural Emplo yment (M il) 2.7 2.7 2.8 2.8 2.8 2.7 2.6 2.6 2.7 2.7 2.8 2.8 2.8 2.8

4      C hg@ 0.5 1.6 1.6 0.8 0.4 -3.8 -3.5 1.3 2.2 1.8 0.7 1.0 1.1 1.0

5 Inco me P er Emplo yee (T h $ ) 66.257 68.527 70.769 73.965 77.067 80.810 84.761 87.780 90.619 92.498 95.044 98.247 101.676 105.221

6      C hg@ 4.9 3.4 3.3 4.5 4.2 4.9 4.9 3.6 3.2 2.1 2.8 3.4 3.5 3.5

7 R etail Sales (B il $ ) 73.1 79.2 85.0 88.9 92.0 83.2 82.8 89.3 94.5 96.3 99.0 104.8 110.9 117.0

8      C hg@ 9.1 8.3 7.4 4.5 3.5 -9.5 -0.5 8.0 5.8 1.9 2.8 5.8 5.8 5.6

9 B uilding P ermits (T h o f  Units) 35.991 37.180 40.152 34.099 21.396 11.738 13.064 10.193 12.254 14.945 18.341 19.455 20.832 22.219

10      C hg@ 19.1 3.3 8.0 -15.1 -37.3 -45.1 11.3 -22.0 20.2 22.0 22.7 6.1 7.1 6.7
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Baseline Economic Outlook 
Baseline Revenue Projections 

F o recasts

F Y03-04 F Y04-05 F Y05-06 F Y06-07 F Y07-08 F Y08-09 F Y09-10 F Y10-11 F Y11-12 F Y12-13 F Y13-14 F Y14-15 F Y15-16 F Y16-17

11 T o tal T ax R evenue* 9,094.0 9,638.6 10,290.8 11,066.5 11,194.5 10,199.7 10,089.0 10,519.9 11,387.8 11,761.3 12,063.3 12,429.1 12,880.2 13,341.2

12      C hg@ 7.6 6.0 6.8 7.5 1.2 -8.9 -1.1 4.3 8.2 3.3 2.6 3.0 3.6 3.6

13 Sales and Use T ax* 5,810.8 6,091.5 6,515.6 6,810.2 6,856.6 6,331.3 6,188.6 6,474.6 6,899.9 7,026.0 7,233.3 7,488.7 7,775.5 8,077.7

14      C hg@ 6.4 4.8 7.0 4.5 0.7 -7.7 -2.3 4.6 6.6 1.8 3.0 3.5 3.8 3.9

15 Inco me T ax* 140.0 155.9 194.4 248.8 292.1 221.2 171.7 188.6 183.4 263.2 264.8 275.1 286.9 298.7

16      C hg@ 36.0 11.4 24.7 28.0 17.4 -24.3 -22.4 9.8 -2.8 43.5 0.6 3.9 4.3 4.1

17 Gro ss R eceipts T ax* 219.1 235.9 241.2 274.3 290.6 315.1 350.6 340.3 376.5 363.0 374.0 384.3 395.0 405.1

18      C hg@ 1.2 7.6 2.2 13.7 6.0 8.4 11.3 -2.9 10.6 -3.6 3.0 2.8 2.8 2.6

19 Excise plus F ranchise T axes* 1,197.8 1,372.0 1,491.6 1,749.1 1,650.4 1,368.7 1,423.6 1,518.4 1,856.5 2,026.0 2,088.8 2,151.6 2,268.1 2,371.0

20      C hg@ 11.8 14.5 8.7 17.3 -5.6 -17.1 4.0 6.7 22.3 9.1 3.1 3.0 5.4 4.5

21 Gaso line T ax* 599.3 608.1 605.6 612.8 616.8 601.3 607.1 624.2 617.6 616.3 610.0 611.9 615.6 618.5

22      C hg@ -0.1 1.5 -0.4 1.2 0.7 -2.5 1.0 2.8 -1.0 -0.2 -1.0 0.3 0.6 0.5

23 Vehicle R egistrat io n* 238.5 244.2 249.5 259.9 253.7 241.3 239.4 246.0 246.8 255.6 260.6 265.7 271.6 277.6

24      C hg@ 6.0 2.4 2.2 4.1 -2.4 -4.9 -0.8 2.7 0.3 3.6 2.0 2.0 2.2 2.2

25 F uel T ax* 167.7 173.7 180.7 185.7 182.4 154.8 154.6 157.6 160.9 156.9 166.0 167.6 170.5 173.0

26      C hg@ 7.9 3.5 4.0 2.8 -1.8 -15.1 -0.1 1.9 2.1 -2.4 5.8 0.9 1.7 1.5

27 P rivilege T ax* 246.1 264.9 304.9 350.7 314.2 255.6 247.6 251.5 280.9 304.3 343.1 355.9 364.1 373.6

28      C hg@ 13.6 7.7 15.1 15.0 -10.4 -18.7 -3.1 1.6 11.7 8.3 12.7 3.7 2.3 2.6

29 A ll Other T axes* 474.6 492.4 507.3 575.1 737.7 710.3 705.8 718.9 765.3 749.9 722.6 728.2 732.9 746.0

30      C hg@ 18.1 3.7 3.0 13.4 28.3 -3.7 -0.6 1.8 6.5 -2.0 -3.6 0.8 0.6 1.8

B aseline R evenue F o recast 9,094.0 9,638.6 10,290.8 11,066.5 11,194.5 10,199.7 10,089.0 10,519.9 11,387.8 11,761.3 12,063.3 12,429.1 12,880.2 13,341.2

     C hg@ 7.6 6.0 6.8 7.5 1.2 -8.9 -1.1 4.3 8.2 3.3 2.6 3.0 3.6 3.6

B aseline w/ o  adjustments 12,033.6 12,443.5 12,983.8 13,539.7

C hg@ 2.3 3.4 4.3 4.3

C o nsistency C heck F o recast 12189.3 12700.6 13254.7 13809.2

C hg@ 3.6 4.2 4.4 4.2

*  M illio ns o f  do llars @  A nnual P ercent C hange    D ecember 1, 2013



Alternative Forecasts 

The first is the baseline forecast without 

adjustments 

 The main difference from the baseline 

is that no adjustments are made to take 

account of where one year ends and the 

next begins 

The second is the usual consistency model 

 This is a top-down model where a few 

variables explain revenue growth 

The baseline without adjustments follows 

the same pattern over the next two years 

as does the baseline 

The consistency forecast shows stronger 

growth throughout the forecast horizon 

  

 

 

 

28 

B aseline R evenue F o recast 12,063.3 12,429.1 12,880.2 13,341.2

C hg@ 2.6 3.0 3.6 3.6

B aseline w/ o  adjustments 12,033.6 12,443.5 12,983.8 13,539.7

C hg@ 2.3 3.4 4.3 4.3

C o nsistency C heck F o recast 12189.3 12700.6 13254.7 13809.2

C hg@ 3.6 4.2 4.4 4.2


